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Excess Profits and Income Tax Amendments 


By W. H. Davipson 
(New York Office) 


The Revenue Act of 1941 was en- 
acted on September 20, 1941. It is 
devoted almost exclusively to raising 
additional revenue, and as in the case 
of all recent revenue acts is in the 
form of amendments to the Internal 
Revenue Code. Numerous changes 


in the administrative provisions of 
the Code were urged upon Congress 


but in order to secure speedy pas- 
sage of the Act it was determined 
to postpone action on most of the 
proposed administrative changes and 
to incorporate such changes in a 
separate bill. This article summar- 
izes briefly the more important 
changes made in the income tax and 
excess profits tax provisions of the 
Code by the Revenue Act of 1941. 
The changes apply generally to tax- 
able years beginning after December 
31, 1940. 

On March 7, 1941, the Act cited 
as Excess Profits Tax Amendments 
of 1941, had been enacted. It amend- 
ed retroactively the provisions of the 
Excess Profits Tax Act of 1940. 
The amendments consisted largely of 
relief provisions, which are discussed 
in another article in this issue. 


Income Tax on Corporations 

Apart from the Excess Profits Tax 
the new Act imposes a normal tax 
and a surtax on corporations (though 
the normal tax is not so captioned in 
the statute). The defense tax was 
added to the regular income tax, and 
eliminated as a separate tax. The 
normal tax is substantially the same 
as under prior law (24 per cent of 
normal-tax net income in the case of 
corporations with normal-tax net in- 
comes of more than $25,000). The 
surtax, which is computed at 6 per 
cent of surtax net income not in ex- 
cess of $25,000 and 7 per cent of 
surtax net income over $25,000, was 
enacted as a surtax rather than as an 
addition to the normal tax, in order 
to reach income from partially tax 
exempt Federal securities held by 
corporations. 


INcoME More Tuan $25,000 


In the case of corporations with 
normal-tax net incomes of more than 
$25,000, the normal-tax is computed 
as follows: 
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1. Net income, as defined in the statute (gross income, less al- 


lowable deductions), 


2. Less, Interest on partially exempt Federal securities, 


3. Adjusted net income, 


ey 


Less, Dividend received credit [85 per cent of domestic 
dividends received, but not in excess of 85 per cent of 


adjusted net income (item 3)], 


4. Normal-tax net income, 


Normal tax, 24 per cent of normal-tax net income (item 4), $ 


The alternative normal-tax is $4,- 
250, plus 37 per cent of the amount 
of the normal-tax net income in ex- 
cess of $25,000. This alternative 


eee eeeees 


normal-tax will benefit corporations 
with normal-tax net incomes between 
$25,000 and $38,461.54. 

The surtax is computed as follows: 


1. Net income, as defined in the statute (gross income, less al- 


lowable deductions), 


2. Less, Dividends received credit [85 per cent of domestic 
dividends received, but not in excess of 85 per cent of net 


income (item 1)], 


~ 


Surtax net income, 


o 


Surtax, at following rates: 





On first $25,000 of surtax net income (item 3) at 6 per 


cent, 


On balance of surtax net income (item 3) at 7 per cent, 


5. Total surtax, 


It will be noted that the basis for 
computing the surtax differs in two 
respects from the basis for comput- 
ing the normal tax. (1) The sur- 
tax net income includes interest on 
partially exempt Federal securities; 
(2) in arriving at surtax net income 
the limitation on the dividends re- 
ceived credit is 85 per cent of the 
net income (which includes partially 
exempt interest) whereas in arriving 
at normal-tax net income the limita- 
tion is 85 per cent of adjusted net in- 


eevee eees 


come which excludes such partially 
exempt interest. 


Income Not More Tuan $25,000 


In the case of corporations with 
“normal-tax net incomes” of not 
more than $25,000, the normal income 
tax rates will be as follows: 


Normal-tax 


Net Income Rates of Tax 


0-$ 5,000 15 per cent 
$ 5,000-$20,000 17. + do 
$20,000-$25,000 19 do 

















ot 
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As in the case of corporations with 
larger incomes, the surtax rate will 
be 6 per cent on the first $25,000 of 
surtax net income and 7 per cent on 
the balance of such income. 


MutTuAL INVESTMENT COMPANIES 


Mutual investment companies will 
be subject to a normal tax of 24 per 
cent on Supplement Q net income, 
the definition of which is not changed. 
They will also be subject to a surtax 
of 6 per cent on the first $25,000 of 
“Supplement Q surtax net income” 
and 7 per cent on the balance of such 
net income. “Supplement Q surtax 
net income” is defined as the net in- 
come, computed without the net oper- 
ating loss deduction, minus the divi- 
dends paid during the taxable year 
increased by the consent dividends 
credit. 


Deduction for Taxes in Comput- 
ing Net Income 

Under prior law the declared value 
excess-profits tax was deductible in 
computing net income for normal tax 
purposes but the excess profits tax 
imposed by the Excess Profits Tax 
Act of 1940, as amended (hereafter 
referred to as the 1940-41 excess 
profits tax), was not deductible. Un- 
der the amendments, both excess 
profits taxes will be deductible in 
computing net income for normal tax 
and surtax purposes. This change 
is a corollary to the amendment 
which provides that the normal tax 
and surtax will not be deductible in 


computing excess profits net income, 
discussed later in this article. 

For normal and surtax purposes, 
apparently both excess profits taxes 
must be deducted in computing net 
income for the 5 per cent limitation 
on contributions and in computing net 
income from the property when ap- 
plying the 50 per cent limitation on 
percentage depletion. The amend- 
ments specifically provide, however, 
that in computing excess profits net 
income for the purpose of the 1940- 
41 excess profits tax, the limitation on 
the deduction of contributions and 
percentage depletion is to be based on 
the net income (or net income from 
the property) without regard to the 
deduction on account of the 1940-41 
excess profits tax. 

For the purpose of the normal tax 
and surtax, the gross amount of the 
1940-41 excess profits tax, that is, 
before reduction for the credit for 
foreign taxes, is deductible in com- 
puting net income. The deduction is 
also before any adjustments under 
Section 734, relating to inconsistent 
position. 

The deduction for the 1940-41 ex- 
cess profits tax is limited to the tax 
imposed for the taxable year, but any 
portion of such tax paid after the 
taxable year is considered as having 
been paid within the taxable year. 
The effect is that all taxpayers are 
placed on the accrual basis for this 
purpose. 

In the case of a consolidated excess 
profits tax return the amendments 
provide that the excess profits tax 
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shall be allocated to the members of 
the affiliated group under regulations 
prescribed by the Commissioner, with 
the approval of the Secretary. Such 
regulations may provide that the tax 
be allocated on the basis of the excess 
profits net income of each company. 


Noninterest-Bearing Obligations 
Issued at a Discount 


A taxpayer on a cash basis owning 
any noninterest-bearing obligation is- 
sued at a discount and redeemable for 
fixed amounts increasing at stated in- 
tervals (such as defense bonds) is 
given an election to report the income 
from such obligations on an accrual 
basis. The election may be made in 
the tax return for any taxable year 
beginning after December 31, 1940, 
and is binding for all subsequent 
years as to all such obligations held 
or acquired, unless the Commissioner 
consents to a change. 


Short-Term Obligations Issued on 
a Discount Basis 


One of the amendments provides 
that in the case of any Federal, state 
or local obligations issued on or af- 
ter March 1, 1941, on a discount basis 
and maturing without interest within 
one year, the original discount shall 
not be considered to accrue until the 
obligation matures or is disposed of ; 
also, that such obligations shall not 
be treated as capital assets. The 
purpose of the amendment was stated 
to be simplification of tax reporting, 
including elimination of an allocation 
between interest and capital gain or 


loss. The amendment applies to tax- 
able years ending after February 28, 
1941. 


Excess Profits Tax Amendments 
RATES 


The rates of the 1940-41 excess 
profits tax were increased 10 percent- 
age points in each rate bracket, and 
now begin at 35 per cent upon ad- 
justed excess profits net income of 
not more than $20,000 and increase 
upon a graduated scale to 60 per cent 
upon the amount of adjusted excess 
profits net income in excess of $500,- 
000, as set forth in another article in 
this issue. 


The excess profits credit based on 
invested capital, instead of being a 
flat 8 per cent, is now 8 per cent of 
the first $5,000,000 of invested capi- 
tal, and 7 per cent of the invested 
capital over $5,000,000. 


TREATMENT OF NORMAL TaxX AND 
SuRTAX 


Under prior law the normal in- 
come tax was deductible in arriving 
at the adjusted excess profits net in- 
come for the computation of the 
1940-41 excess profits tax. The most 
important excess profits tax amend- 
ment reverses this procedure and dis- 
allows the deduction of the normal 
tax and surtax in arriving at the ad- 
justed excess profits net income. 

The result is that a corporation en- 
titled to earn 8 per cent on invested 
capital before being subject to ex- 
cess profits tax, may now earn only 
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5.52 per cent (8 minus 31 per cent of 
8) after deducting normal tax and 
surtax. On the invested capital on 
which a corporation is entitled to a 
credit of 7 per cent, it may earn only 
4.83 per cent after deducting normal 
tax and surtax. 

Corporations using the excess prof- 
its credit based on income have some 
solace, because in computing the aver- 
age base period net income the 
amendments provide that the income 
tax for the base period years need 
not be deducted, resulting in a higher 
excess profits credit. 

Section 722 of the Code as amend- 
ed in March, 1941 allows, under cer- 
tain circumstances, a reconstruction 
of the base period income where there 
has been a change in the character 
of the business or where there was an 
interruption of operation in the base 
period years as a result of abnormal 
events. The section is not applicable 
unless the excess profits tax exceeds 
6 per cent of the normal-tax net in- 
come and the relief granted may not 
reduce the excess profits tax below 
6 per cent of the normal-tax net igi# 
come. The September, 1941 amend- 
ments provide that the normal-tax 
net income for such purpose shall 
be computed without the deduction of 
the excess profits tax. 


EARNINGS AND PROFITS 


The Code provides that for invest- 
ed capital purposes in determining 
whether a distribution is out of the 
earnings and profits of any taxable 
year, such earnings and profits shall 


be computed without diminution by 
the amount of the 1940-41 excess 
profits tax. A new amendment pro- 
vides that such earnings and profits 
shall also be computed without dimin- 
ution by the amount of the normal 
tax or surtax. The amendment does 
not affect distributions made in prior 
years, 


Excess ProFits CREDIT CARRY-OVER 


Under prior law there was allowed 
a two-year carry-over of the amount 
by which the excess profits credit 
exceeded the excess profits net in- 
come. The new amendments provide 
that for such purpose the excess prof- 
its credit and the excess profits net 
income for any taxable year begin- 
ning in 1940 shall be computed un- 
der the law applicable to taxable 
years beginning in 1941. 

The result is that for the purpose 
of the carry-over, the 1940 excess 
profits net income must be recomputed 
before deduction of the normal in- 
come tax, and the base period income 
may be similarly recomputed. Also, 
the credit on invested capital for the 
1940 tax year in excess of $5,000,000 
must be reduced from 8 per cent to 
7 per cent. 


New CaPiItTaL 


For the purpose of encouraging 
the investment of new capital in cor- 
porate enterprise, the amendments 
provide that there shall be added to 
equity invested capital an amount 
equal to 25 per cent of any new cap- 
ital paid into the corporation for 
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stock, or as paid-in surplus, or as a 
contribution to capital; i.e., any new 
capital invested in the corporation is 
counted at 125 per cent from the day 
it is paid in. “New capital” means 
only money or property paid in dur- 
ing a taxable year beginning after 
December 31, 1940, and taxable stock 
dividends paid during a taxable year 
beginning after December 31, 1940, 
with various restrictions and limita- 
tions. 

The limitations, which will not be 
discussed here in detail, were partly 
designed to prevent corporations from 
taking advantage of the 125 per cent 
provision by transferring capital to 
controlled corporations or between 
members of a controlled group of cor- 
porations or by intercompany stock 
dividends. 

New capital must be reduced by 
any increase in inadmissible assets 
since the beginning of the first tax- 
able year beginning after December 
31, 1940; also, by any distributions 
from earnings accumulated prior to 
the first taxable year beginning after 
December 31, 1940. 

New capital is also limited to the 
excess of the combined equity and 
borrowed capital for the day of the 
computation over the combined equity 
and borrowed capital at the begin- 
ning of the first taxable year begin- 
ning after December 31, 1940, except 
that losses in intervening years may 
be added back for this computation. 
Accordingly no benefit can be se- 
cured from the new capital provision 
when borrowed capital outstanding at 


the beginning of the first taxable 
year beginning after December 31, 
1940 is converted into equity invest- 
ed capital. 

No corporation can secure any 
benefit from the new capital provi- 
sion by the payment of taxable stock 
dividends at least until the second 
year beginning after December 31, 
1940 because in order to secure any 
benefit : 

1. The stock dividend must be 
paid in a taxable year beginning af- 
ter December 31, 1940. 

2. It must be paid prior to the 
taxable year for which the tax is com- 
puted or if paid during the taxable 
year it must be paid from earnings 
of a prior year. 

3. It must not be paid from earn- 
ings accumulated prior to the first 
taxable year beginning after Decem- 
ber 31, 1940. 


CoRPORATIONS ENGAGED IN MINING 
STRATEGIC METALS 


The provision of the Code exempt- 
ing from the 1940-41 excess profits 
tax those corporations engaged in 
mining certain strategic metals in the 
United States will not apply to any 
taxable year beginning after Decem- 
ber 31, 1940. 


Capital Stock Tax and Declared 
Value Excess-Profits Tax 


The capital stock tax rate for the 
year ending June 30, 1941 and sub- 
sequent years will be $1.25 for each 
$1,000 of adjusted declared value, in- 

(Continued on page 32) 
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Tax Savings Through Relief Provisions 


By J. Marvin Haynes anp W. C. MAGATHAN 
(Washington Office) 


The relief provisions under the 
1940 Excess Profits Tax Act, as 
amended in 1941, will prove to be 
the most important in the law for 
corporate taxpayers. Properly un- 
derstood and applied, they hold op- 
portunities for substantial savings of 
tax dollars for many taxpayers— 
taxes which Congress intended they 
should not pay because of abnormali- 
ties affecting their businesses. While 
there are a number of sections in the 
law that grant relief from specific 
abnormalities in given situations, the 
sections commonly known as the re- 
lief provisions are Sections 711, 721 
and 722. 

These sections of the current Act 
differ radically from the relief pro- 
visions under the old 1918 and 1921 
Acts. It will be recalled that the 
earlier Acts provided that if a cor- 
poration could show that an abnor- 
mality existed in its income or in- 
vested capital, or both, and that hard- 
ship resulted therefrom, its excess 
profits tax should be computed on 
the basis of the average excess profits 
taxes paid by representative corpo- 
rations in that industry. This was 
a very broad provision, and gave the 
Commissioner of Internal Revenue 
ample power to relieve hardships in 
all cases. 

When the 1940 Act was enacted, 
the House of Representatives at- 


tempted to specify a few adjustments 
that could be made of the base period 
taxable net income and of the taxable 
year net income to eliminate cer- 
tain abnormalities specified by the 
Act. Recognizing that it could not 
anticipate all abnormal situations giv- 
ing rise to hardships, the Senate 
added the following provision to the 
bill as Section 722: 

For the purposes of this subchapter, the 
Commissioner shall also have authority to 
make such adjustments as may be neces- 
sary to adjust abnormalities affecting in- 
come or capital, and his decision shall be 
subject to review by the United States 
Board of Tax Appeals. 


The House accepted Section 722 
as enacted by the Senate with the 
following statement in the Confer- 
ence Report: 

It is understood that the Treasury and 
members of the Staff of the Joint Commit- 
tee on Internal Revenue Taxation will 
give further study to the entire problem 
covered by this section and will report to 
the appropriate committees on the subject 
as soon as possible. 


A study was made by the Treasury 
and the Joint Congressional Commit- 
tee. Without holding any public 
hearings to get the viewpoint of 
taxpayers, accountants and lawyers, 
Congress adopted the amendments to 
Sections 711, 721 and 722 which 
had been prepared by the Treasury 
and the Joint Committee. 
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Sections 711 and 721 were broad- 
ened and will prove beneficial to tax- 
payers. Section 722 has been so 
limited and qualified that it may 
develop that many hardship cases 
do not fall within its provisions for 
the reason that the Treasury and 
the Joint Committee did not know 
of the existence of such cases. 

Section 722 as originally drafted 
provided for recognition of abnor- 
malities in invested capital as well 
as in income. None of the relief pro- 
visions as amended relate to abnor- 
malities in invested capital. Congress 
in proposing study and revision 
stated that study would be given 
“to the entire problem covered by 
the section.” As the amendments 
eliminated abnormalities in invested 
capital, Congress has not kept faith 
with taxpayers, and taxpayers should, 
therefore, bring this omission to the 
attention of their Congressmen and 
urge that the promise made be kept. 
There is no valid reason why ab- 
normal situations in invested capital 
should not be provided for as well 
as those affecting base period in- 
come. 


In preparing claims and interpret- 
ing these relief provisions, taxpayers 
should always keep in mind what the 
two committees of Congress said 
when they recommended the amend- 
ments to Congress: 


The present legislation attempts to pro- 
vide, both by specific terms and in care- 
fully guarded general terms, a set of flexi- 
ble rules which should alleviate at least 
the bulk of the severe hardship cases which 


may arise. The success or failure of 
legislation of this type depends, to a con- 
siderable degree, upon its intelligent and 
sympathetic administration. Through its 
confidence in the experience and ability of 
the officials of the Treasury Department 
and the Bureau of Internal Revenue, your 
committee recommended the present flexi- 
ble and broad legislation as the most satis- 
factory method of meeting the contingen- 
cies that will arise. 


This general relief provision is felt by 
your committee to be necessary in order to 
protect the unanticipated cases not covered 
by the specific relief provisions covered by 
existing law and the other provisions of 
this bill. To be effective, the provision 
must be elastic and as flexible as adminis- 
trative demands will allow. 

In preparing and presenting claims 
before the Treasury taxpayers should 
always keep this broad intention in 
mind and insist on an administra- 
tion of these provisions in the spirit 
of the legislation. 


Section 711 


The broad theory of the first of 
the relief provisions mentioned above 
is to provide for a normal base period 
net income by eliminating certain 
specific abnormal deductions from 
the deductions theretofore allowed in 
determining taxable net income in 
the base period years. 

Section 711(b) provides that ab- 
normal deductions may be excluded 
in the calculation of base period net 
income, (1) if the deductions are 
of any class abnormal for the tax- 
payer, or (2) if they are of a class 
normal for the taxpayer but are 
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in excess of 125 per cent of the aver- 
age amount of the deduction of the 
same class during the four preceding 
taxable years or during such other 
period as may be determined to be the 
taxpayer’s base period. 

Section 711(b)(1)(H) and (1) 
sets forth specific classes of deduc- 
tions which may be totally excluded 
if of a class abnormal for the tax- 
payer, or may be excluded to the 
extent of the amount by which such 
deductions exceed 125 per cent of 
the average deductions of such class 
during the taxpayer’s base period if 
of a class normal to the taxpayer. 
The specific classes of such deduc- 
tions are: (1) those attributable to 
any claim, award, judgment, or de- 
cree against the taxpayer, or interest 
on any of them, and (2) those at- 
tributable to intangible drilling and 
development costs paid or incurred 
in or for the drilling of wells or 
the preparation of wells for the pro- 
duction of oil or gas and for develop- 
ment costs of mines. 

It is also important to note that 
the taxpayer is not confined to the 
above-mentioned specific classes of 
deductions in claiming relief from 
abnormal deductions in computing 
base period net income. Section 711 
(b)(1)(J) permits the classification 
of other deductions in accordance 
with the regulations. The regula- 
tions provide that deductions not fall- 
ing within the classes specified in 
Section 711(b)(1)(H) and (I) may 
be grouped by the taxpayer, sub- 
ject to the Commissioner’s approval, 


in such other classes as are reason- 
able and appropriate to the taxpayer’s 
business. 

The general conclusion to be 
reached from a study of the abnor- 
mality provisions of Section 711(b) 
is that any taxpayer having deduc- 
tions during the base period which 
were abnormal in either kind or 
amount should be able to obtain re- 
lief under that section in computing 
base period net income if it can 
establish that such abnormality does 
not result from an increase in tax- 
payer’s gross income for its base 
period, a decrease in the amount of 
some other deductions in its base 
period, or a change in the type, 
manner of operation, size or condi- 
tion of the taxpayer’s business. How- 
ever, deductions of any class may be 
excluded only to the extent that they 
exceed deductions of the same class 
in the taxable year for which the tax 
is being computed. 


SecTION 721 


The general theory of the second 
relief provision is to grant relief 
by permitting the taxpayer to exclude 
from the excess profits net income of 
the taxable year any items of income 
classified as abnormal. These items 
on exclusion are attributed to either 
prior taxable years, subsequent tax- 
able years, or both. Contrasted with 
Section 711, the purpose is to make 
the net income of the taxable year 
normal. 

Section 721 lists six separate 
classes of income which may be con- 














10 


L. R. B. & M. Journal 





sidered as abnormal income. These 


classes are as follows: 


(A) Income arising out of a claim, 
award, judgment, or decree, or interest on 
any of the foregoing; or 

(B) Income constituting an amount 
payable under a contract the performance 
of which required more than 12 months; or 

(C) Income resulting from exploration, 
discovery, prospecting, research, or devel- 
opment of tangible property, patents, for- 
mulae, or processes, or any combination of 
the foregoing, extending over a period of 
more than 12 months; or 

(D) Income includible in gross income 
for the taxable year rather than for a dif- 
ferent taxable year by reason of a change 
in the taxpayer’s accounting period or 
method of accounting; or 

(E) In the case of a lessor of real prop- 
erty, income included in gross income for 
the taxable year by reason of the termina- 
tion of the lease; or 

(F) Income consisting of dividends on 
stock of foreign corporations, except for- 
eign personal holding companies. 


The section also provides that in- 
come which does not fall within the 
above provisions may be grouped 
by the taxpayer subject to the Com- 
missioner’s approval into such other 
classes as are reasonable and appro- 
priate to the taxpayer’s business, 

Section 721 further provides that 
income of any class may be con- 
sidered abnormal if it is in excess 
of 125 per cent of the average income 
of the same class for the four or 
less previous taxable years which 
constitute the test period, even though 
the income is of a class normal to 
the taxpayer. 

Income determined to be abnor- 
mal under Section 721 is to be ex- 


cluded in computing excess profits 
net income for the taxable year to 
the extent that such abnormal in- 
come is determined to be attributable 
to taxable years other than the tax- 
able year for which excess profits 
net income is being computed. Sub- 
stantial relief to many taxpayers is 
possible under the provisions of this 
section where income abnormal either 
in kind or in amount is received 
during the taxable year. 

The law gives no guide for at- 
tributing income to other years, but 
states that the amount thereof shall 
be determined under regulations pre- 
scribed by the Commissioner and 
approved by the Secretary of the 
Treasury. Since the only available 
interpretation of the meaning of the 
term “attributable” is that given in 
Regulations 109 as amended, and 
since the regulations obviously could 
not cover all possible situations, tax- 
payers having income which might 
be considered abnormal under the 
law or having income in excess of 
the 125 per cent test should give 
the provisions of Section 721 very 
careful consideration. 

If the regulations do not seem to 
cover specifically a case which never- 
theless seems to come within the 
broad intention of Congress to re- 
lieve hardship, the taxpayer should 
file the claim in order to have the 
question decided. Income appar- 
ently not attributable to other years 
may upon close investigation prove 
to be so attributable from an account- 
ing standpoint. In fact it is believed 
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that every taxpayer whose income of 
any class in the taxable year is in 
excess of 125 per cent of the average 
amount of gross income of the same 
class for the test period should make 
a careful study of the section. 
Special attention is drawn to the 
provisions of Section 721(a) (2) (c) 
which provides that income shall be 
considered abnormal if it results 
from exploration, discovery, prospect- 
ing, research or development of tangible 
property, patents, formulae or processes or 
any combination of the foregoing extend- 


ing over a period of more than twelve 
months. 


Many manufacturing concerns de- 
velop new property, formulae, or 
processes, etc., through research de- 
partments, etc., which may take years 
to develop but result in a great in- 
crease in income for only a short 
period of time. Such a situation in 
an excess profits taxable year might 
result in a taxpayer incurring very 
heavy and unjust excess profits tax 
liability unless relief be obtained 
under Section 721. 

The relief afforded by Section 721 
may be claimed at the time of filing 
the excess profits tax returns by 
attaching thereto a statement as pre- 
scribed by the regulations or it may 
be claimed at a future date by a 
claim for refund. 


SECTION 722 


As rewritten in the 1941 amend- 
ments, the general theory of the third 
principal relief section is the further 
revision of the base period net in- 


come only, and not the invested capi- 
tal, of a taxpayer using the invested 
capital method of determining its 
excess profits credit. The method 
provided is different from Section 
711. Section 722 provides for the 
reconstruction of an average base 
period net income, as contrasted with 
a mere adjustment of the income 
within the base period years provided 
for in Section 711. 

Relief under Section 722 is allow- 
able if the taxpayer can establish 
that the character of its business at 
January 1, 1940, is different from the 
character of the business engaged in 
during one or more of the taxable 
years in its base period; or if it 
can show that normal production, out- 
put or operation was interrupted or 
diminished because of events abnor- 
mal to the taxpayer in one or more 
of the taxable years in the base 
period. 


The phrase “difference in charac- 
ter of business” is misleading. Con- 
gress intended to cover therein a 
number of situations that commonly 
would not be considered to be there- 
by comprehended. For instance, in 
the law Congress specified that the 
character of the taxpayer’s business 
as of January 1, 1940, shall be con- 
sidered different from its base period 
business if— 

(A) there is a difference in the products 
or services furnished; or 

(B) there is a difference in the capacity 
for production or operation; or 

(C) there is a difference in the ratio of 
non-borrowed capital to total capital; or 
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(D) the taxpayer was in existence dur- 
ing only part of its base period; or 

(E) the taxpayer acquired, before Janu- 
ary 1, 1940, all or part of the assets of a 
competitor, with the result that the com- 
petition of such competitor was eliminated 
or diminished. 


A careful reading of the meaning 
of these phrases as given in the re- 
ports of the Congressional commit- 
tees on the 1941 amendment is sug- 
gested. Examples are given which 
may prove very helpful in showing 
the intent of Congress. Congress 
evidently considered it was making 
broad provision to cover many cases 
of hardship. 

There are many limitations and 
conditions imposed by Sections 711, 
721 and 722 which it is not possible 
to discuss within the scope of this 
article. Suffice it to say that the 
law is definitely complex and the 
meaning of many of its provisions 
will not be known for years. It, 
therefore, behooves taxpayers to en- 
deavor to be in a position to profit 
from these various interpretations 
and to receive the relief from heavy 
tax burdens as intended by Con- 
gress. 


MAKING CLAIM FOR RELIEF 


It is important for taxpayers to 
know that they do not have to show 
an excess profits tax in their returns 
to receive a benefit from these re- 





lief provisions except in the case of 
abnormalities under Section 722, 
which provides that the excess profits 
tax may not be reduced below 6 per 
cent of the normal-tax net income. By 
use of the sections they may establish 
a substantial excess profits tax carry- 
over to a succeeding year in which 
excess profits taxes will undoubtedly 
be higher. Furthermore, an no-ex- 
cess-profits-tax year may prove to be 
a good year to establish abnormalities 
for future use. 

Advantage should have been taken 
of Sections 711 and 721 at the time 
the return was filed. If these sec- 
tions were not carefully considered 
at the time of filing the returns each 
taxpayer should review its return 
at once for the purpose of filing 
claims. 

Section 722 can only be taken ad- 
vantage of by filing a claim for re- 
fund within six months after the re- 
turn was filed, or as an offset in a 
Tax Board proceeding involving a 
deficiency. The reports of the Con- 
gressional committees on the 1941 
amendments state that the six months 
period for filing such claims begins 
to run from the date of filing the 
final return and not from the date of 
filing a tentative return. Therefore, 
in most cases there is still opportunity 
for filing a claim under Section 722 
within this statutory period. 




















Accelerated Depreciation 





Accelerated Depreciation 


By MIcHAEL OcHISs 
(New York Office) 


In carrying out the country’s de- 
fense emergency program many tax- 
payers are operating their plants 
double and sometimes triple shift. 
Many of their plant facilities do not 
come within the provisions of the 
amortization sections of the Internal 
Revenue Code. Consequently, atten- 
tion is being given to claims for ac- 
celerated depreciation under the pro- 
visions of the Code for the allowance 
of depreciation of facilities not sub- 
ject to amortization. Obviously, the 
present position of the Treasury on 
the allowance of accelerated depre- 
ciation is therefore of interest to tax- 
payers who may have reason to make 
such claims. 

It will be understood that the 
Treasury’s present position is not 
necessarily determinative of the final 
action on claims for accelerated de- 
preciation. It seems reasonable to 
assume that, as presentation of such 
claims by taxpayers and considera- 
tion thereof by the Treasury pro- 
ceeds, the factual data and the cir- 
cumstances in different cases will lead 
to some modifications of the Treas- 
ury’s present position. In view of 


the inchoate state of the matter, pend- 
ing the development of the subject 
through the consideration of actual 
cases, taxpayers should protect their 
rights by making claims for acceler- 
those cases 


ated depreciation in 


where, after careful review of all 
the circumstances, such claims appear 
to be warranted. 

The Treasury does not disagree 
with the position that, generally 
speaking, the operation of plants for 
more hours per day than normal de- 
creases the number of calendar days 
it would take to wear out the facili- 
ties. It does hold, however, that the 
operation of plant facilities in ex- 
cess of normal does not, in itself, con- 
clusively entitle a taxpayer to ac- 
celerated depreciation, but that other 
factors must also have consideration. 
In the first place, the Treasury claims 
that in many instances the present de- 
preciation rates are adequate to cover 
the increased wear and tear that may 
be sustained. Incidentally, it should 
be remembered that in such instances, 
since depreciation deductions claimed 
in the 1941 tax return may not 
be reviewed until 1943 or 1944, the 
Treasury would review the deprecia- 
tion deduction after additional years 
of life have expired and there has 
been additional retirement experience 
of the taxpayer. Hence, the Treas- 
ury will have the benefit of hindsight 
in considering claims for accelerated 
depreciation. Also, there are other 
factors entering into the determina- 
tion of the depreciation rate than just 
wear and tear. 

The present position of the Treas- 
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ury with reference to accelerated de- 
preciation for the operation of plant 
facilities in excess of normal, as prac- 
ticed by the New York Engineering 
Division of the Bureau of Internal 
Revenue, appears to be about as fol- 
lows: 

The depreciation deduction as al- 
lowed in the revenue code is: 

A reasonable allowance for exhaustion, 
wear and tear of property used in a trade 


or business, including a reasonable allow- 
ance for obsolescence. 


The regulations describe this ob- 
solescence as being: 

. . . due to the normal progress of the 
art, as where machinery or other property 
must be replaced by a new invention, or 
due to the inadequacy of ihe property to 
the growing needs of the business. 


The regulations provide that the 
capital investment in plant facilities 
is to be recovered over their useful 
life. This useful life is, or in the 
long run will be, based upon the re- 
tirement experience of the particular 
taxpayer. The Treasury has already 
determined, or in due time will de- 
termine, the average lives (for depre- 
ciation purposes) of the facilities of 
each taxpayer, based upon his retire- 
ment experience. The Treasury re- 
lies very heavily on the retirement ex- 
perience of the particular taxpayer 
for determining the depreciation rates 
to which he is entitled. The useful 
life of facilities differs as between 
taxpayers because of various uses of 
facilities, and differing repair and 
maintenance policies, and the account- 
ing treatment thereof. For instance, 





— 


the expensing of major repairs results 
in the allowance of lower depreciation 
rates than would be the case if such 
major repairs were charged to the 
depreciation reserve. 

The retirement experience of a tax- 
payer is a composite, consisting of 
retirements due to wear and tear, 
obsolescence, inadequacy, etc. For 
example, assume a machine that 
would normally wear out in 25 years 
of use. The normal progress of the 
art of machine making may result, in 
15 years, in an improved machine, or 
new type of machine, efficient enough 
to justify its purchase and the dis- 
carding (by selling or scrapping) of 
the old machine. The old machine is 
not a retirement due entirely to wear 
and tear, but is in part a retirement 
due to obsolescence caused by normal 
progress of the art and is a part of 
the taxpayer’s retirement experience, 
with a 15-year life. 

Assume another machine that 
would normally wear out in 20 years. 
With the passage of time, the taxpay- 
er’s business grows to such an extent 
that this machine cannot do all the 
work. The taxpayer acquires an- 
other machine that can handle twice 
the volume of work, and discards the 
old machine after 12 years of life. 
This is a retirement due in part at 
least to inadequacy, and not alone to 
wear and tear. 

The useful life to a taxpayer of 
such machinery is governed primarily 
by the weight given to the factors of 
obsolescence and inadequacy rather 
than by the maximum period of wear 
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and tear, The Treasury holds that if 
the operation of such machines for 
several years on more than a one-shift 
basis would not reduce their useful 
life to a period shorter than that de- 
termined by the factors of obsoles- 
cence, then extra-shift operation may 
not entitle a taxpayer to an increased 
depreciation allowance on such ma- 
chines. 

This is, essentially, no different 
than the position with respect to ex- 
haustion. For instance, consider im- 
provements, such as a freight ele- 
vator, made to premises covered by a 
lease with 10 years to run. The in- 
vestment would be depreciated, or ex- 
hausted, one-tenth each year. The 
life of the elevator is normally, say, 
20 years. If the elevator is operated 
24 hours a day for several years, it 
would wear out sooner than the 
normal 20-year life, but let us as- 
sume, not less than the remaining 10- 
year period of the lease. The extra 
operation of the elevator would not 
therefore increase the one-tenth write- 
off each year. Similarly, the Treas- 
ury holds that the operation in excess 
of normal for facilities that are, or 
will be, retired for reasons other than 
wear and tear, does not result in an 
increase in the annual depreciation al- 
lowance for such facilities. 

Since the past retirement experi- 
ence of the taxpayer is a composite 
reflecting retirements due to obsoles- 
cence, inadequacy, disposal of sur- 
plus machinery, etc., and retirements 
caused by wear and tear, then either 
(1) some part of the depreciation rate 





determined from the retirement ex- 
perience is applicable to current ma- 
chinery that will be discarded in the 
future for obsolescence, inadequacy, 
etc. (and such machinery under the 
Treasury position may not be subject 
to accelerated depreciation, unless the 
life, as accelerated by wear and tear, 
should be shorter than the estimated 
useful life before obsolescence takes 
place), or (2) if such retirement 
should not occur, the depreciation 
rate is already higher than the normal 
rate justified by the useful life of the 
equipment as determined for wear 
and tear. Therefore, the retirement 
experience, the machines now in use, 
and the current depreciation rate 
should be broken down into their 
component elements. In other words, 
the Treasury insists that if taxpayers 
are going to claim accelerated depre- 
ciation because of increased wear and 
tear, such claims should be applicable 
only to equipment that is normally re- 
tired because of being worn out, and 
whose period of usefulness is fore- 
shortened because of extra wear and 
tear, or to equipment that is retired 
through accelerated wear and tear be- 
fore its expected life preceding obso- 
lescence has expired. 

The Treasury points out that for 
years taxpayers have been submitting 
data to the Treasury to prove that 
they were entitled to their claimed de- 
preciation rates, because their equip- 
ment had been, was being, and was 
expected to be discarded, because of 
obsolescence factors, sooner than such 
equipment would be discarded on ac- 
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count of exhaustion due to wear and 
tear. The Treasury has compiled va- 
rious data of its own to show what 
the obsolescence retirements have 
been in certain industries, particularly 
the utilities. Therefore, in order to 
substantiate an accelerated deprecia- 
tion rate, the Treasury requires a 
showing of: (a) what retirements 
occurred because of wear and tear; 
(b) details about existing facilities, 
the useful life of which will be af- 
fected by extra operation ; (c) the ex- 
tent to which such accelerated wear 
and tear is not made good or offset 
by increased repair and maintenance 
expenditures ; etc. 

The New York Engineering Divi- 
sion of the Bureau of Internal Reve- 
nue is furnishing the following infor- 
mation schedule with reference to 
data to be prepared by taxpayers 
claiming accelerated depreciation. 


INFORMATION SCHEDULE 


The following information should 
be furnished with respect to the vari- 
ous classes of machinery and equip- 
ment and other depreciable property 
on which deductions for depreciation 
are claimed. 


1. Principal types of machinery. 

2. Number of machines of same 
type or model. 

3. Cost. 

4. Age, dates of installation, and, if 
new, when acquired. 

5. Describe the function, use and 
operation of each principal type 
of machine. 


6. 


7. 


10. 


11. 


12. 


Wearing parts, enumerate, as 
follows: 


(a) Wearing parts replaceable 
and how accounted for on 
books, that is: 

(1) Expenses through re- 
pair and maintenance 
charges. 

(2) Capital items credited 
to plant and charged 
to the depreciation re- 
serve. 

Submit historical record of re- 

tirements, showing : 

(a) Date of installation. 

(b) Date of retirement. 

(c) Cause of retirement. 

Classify items as follows: 

(1) Those items, the life of 
which is not affected by use. 
Percentage of dollar value. 

(2) Items having wearing parts 
which are maintained in 
good operating condition by 
replacement of minor parts 
through current yearly ex- 
penses and on which use is 
a minor factor as affecting 
total useful life. Percent- 
age of dollar value. 


Percentage of dollar value re- 
tired for obsolescence. 
Percentage of dollar value re- 
tired on account of wear and 
tear, after elimination of items 
defined under paragraphs 8 and 9. 
Average age of retirements on 
account of obsolescence. 
Average age of retirements on 
account of wear and tear. 
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13. Number of men required to op- 
erate machines at full capacity. 

14. Production, machines fully 
manned. 

15. Normal production, how esti- 
mated. 

16. Estimated decreased life for 
items comprised under para- 
graph 10, on account of acceler- 
ated production. How deter- 
mined? 

The experienced manufacturer will 
readily see the difficulty of answering 
definitely some of the questions in the 
foregoing questionnaire. For ex- 
ample, the cause of a given retirement 
which is asked for under 7(c). It is 
probably the exceptional case when a 
certain machine is retired for one 
clearly defined motive or reason, say, 
either (a) because it is no longer 
capable of satisfactory operation or 
(b) because an entirely new type of 
machine of greater efficiency or pro- 
duction at lower cost has supplanted 
it in the market. 

Most often a retirement is made 
because of a complication of reasons, 
sometimes quite numerous, and it is 
oversimplifying a situation to attempt 
to say that the retirement falls ex- 
clusively in the wear and tear, or the 
obsolescence class. Hence it would 
seem that if the Treasury is to give 
fair consideration to claims for ac- 
celerated depreciation it will have to 
do it on a broader basis than merely 
trying to apply the retirement experi- 
ence of the past in an oversimplified 
way. 

The very use of the words “a rea- 





sonable allowance” in the afore-quoted 
reference to depreciation in the In- 
ternal Revenue Code indicates that 
Congress recognized, as industrial op- 
erators and accountants long have 
understood, that the determination of 
an allowance for depreciation in- 
volves the consideration of many dif- 
ferent factors which frequently can- 
not be isolated and the exercise of 
judgment on the basis of the over-all 
picture, and that the determination 
cannot be made on the basis of a 
simple mathematical formula. 

It follows that, even under the 
Treasury position earlier indicated, 
the various causes of shortened useful 
life, such as overtime operation, use 
of inexperienced help, inability to 
make adequate repairs, and other rea- 
sons given in the decisions of the 
Board of Tax Appeals and the Courts 
(referred to in Montgomery’s Fed- 
eral Tax Handbook) are still perti- 
nent in determining the foreshortened 
life of facilities subject to retirement 
because of wear and tear. 

Irrespective of the Treasury posi- 
tion, depreciation, in the final analy- 
sis, is a mixed question of fact and 
judgment. 

In every case in which facilities are 
being operated in excess of their nor- 
mal usage, serious consideration 
should be given to the adequacy of 
the ordinary depreciation allowance 
to provide for the increased rate of 
wear and tear. If the allowance ap- 
pears inadequate, then a claim for ac- 
celerated depreciation would seem to 

(Continued on page 32) 
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Tax Rates 


By H. E. BiscHoFF 
(New York Office) 


The 1941 Revenue Act is the larg- 
est single tax levy in American his- 
tory. It is expected to yield addi- 
tional annual revenue of some $3,- 
500,000,000 over collections under 
the 1940 Acts. 

It is estimated that over 4,900,000 
individual taxpayers will be obliged 
to file returns for the first time, al- 
though only about 2,200,000 of them 
will have taxable net income. 

The 10 per cent defense tax, which 
was introduced in the First 1940 Act 
as a temporary measure, has now 
been made permanent by being ab- 
sorbed in the new tax rates. In some 
cases the rates have been increased by 
a greater amount than the defense 
tax. However, in the case of the 
alternative capital gains tax, i. e., 
where the taxpayer elects to use the 
effective rates of 15 or 20 per cent, 
the tax was not increased to compen- 
sate for the discontinuance of the 
defense tax as such. 


Income Tax on Individuals 
The tax rates imposed by the 
Revenue Act of 1941 apply to taxable 


years beginning after December 31, 
1940. 


SIMPLIFIED Tax SCHEDULE 


In the case of individuals whose 
gross income is derived from salary, 
wages, compensation for personal 
services, dividends, interest, rent, 
annuities or royalties, amounting to 
$3,000 or less, a new supplement to 
the Internal Revenue Code provides 
for the optional use of a simplified 
form of return. If the taxpayer 
elects to use this method the amount 
of tax payable is described under 
Section 400 added as Supplement 
T to the Code, which provides a 
table showing the tax computed at 
graduated rates for (1) single person 
(not head of family) and (2) 
married person or head of family. 


NORMAL RATE 


The normal income tax rate re- 
mains at 4 per cent. 


SurRTAX RATES 


The surtax rates begin at 6 per 
cent on the first $2,000 of surtax net 
income, and are graduated to 77 per 
cent on the excess over $5,000,000. 

In the following table the last 
column shows the combined normal 
and surtax on the maximum amount 
of the net income shown in each 
bracket : 
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RATES OF Tax ON INDIVIDUAL INCOMES 


Combined 
Taxable Net Income Surtax on Maxi- Normal 
in Excess of Surtax mum Amount in Tax (4%) 

Personal Exemption Rates (pcet.) Each Bracket and Surtax* 
First $ 2,000 6 $ 120 $ 200 

$ 2,000 to 4,000 9 300 460 
4,000 to 6,000 LS 560 800 
6,000 to 8,000 17 900 1,220 
8,000 to 10,000 21 1,320 1,720 
10,000 to 12,000 25 1,820 2,300 
12,000 to 14,000 29 2,400 2,960 
14,000 to 16,000 32 3,040 3,680 
16,000 to 18,000 35 3,740 4,460 
18,000 to 20,000 38 4,500 5,300 
20,000 to 22,000 41 5,320 6,200 
22,000 to 26,000 44 7,080 8,120 
26,000 to 32,000 47 9,900 11,180 
32,000 to 38,000 50 12,900 14,420 
38,000 to 44,000 53 16,080 17,840 
44,000 to 50,000 55 19,380 21,380 
50,000 to 60,000 57 25,080 27,480 
60,000 to 70,000 59 30,980 33,780 
70,000 to 80,000 61 37,080 40,280 
80,000 to 90,000 63 43,380 46,980 
90,000 to 100,000 64 49,780 53,780 
100,000 to 150,000 65 82,280 88,280 
150,000 to 200,000 66 115,280 123,280 
200,000 to 250,000 67 148,780 158,780 
250,000 to 300,000 69 183,280 195,280 
300,000 to 400,000 71 254,280 270,280 
400,000 to 500,000 72 326,280 346,280 
500,000 to 750,000 73 508,780 538,780 
750,000 to 1,000,000 74 693,780 733,780 
1,000,000 to 2,000,000 75 1,443,780 1,523,780 
2,000,000 to 5,000,000 76 3,723,780 3,923,780 


Over 5,000,000 77 


* Before applying credits for ‘‘Earned Income” or for interest on U. S. obligations, etc. allowed 
under Section 25 of the Code. 


EXEMPTIONS Credit for dependents (each)..... 400 
The personal exemptions allowed If a taxpayer would not be a 

citizens and residents have been re- “head of a family” except by reason 

duced to the following amounts: of there being one or more depend- 

Single person or married person ents for whom a credit is allowable, 
not living with spouse .......... $ 750 


: Ai : the credit ($400) is not allowed with 
Married person living with spouse; 
or head of family.............. 1,500 respect to one of such dependents. 
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An estate is allowed a personal 
exemption of $750, and a trust is 
similarly allowed $100. 


Normal Tax on Corporations 


The tax rates imposed by the 1941 
Act apply to corporations with re- 
spect to taxable years beginning 
after December 31, 1940, i.e., the 
calendar year 1941 or fiscal years be- 
ginning in or after 1941. 


RATES oF Tax 


The following tables show the 
rates of tax to which corporations in 
different income categories will be 
subject. 


(1) Corporations with normal-tax 
net income of not more than $25,000: 


Tax on 
Maximum 
Normal-Tax Rates Amount of 
Net Income of Tax Each Bracket 
First $5,000 15% $750 
$5,000 to 20,000 17% 3,300 
20,000 to 25,000 19% 4,250 


(2) Corporations with normal-tax 
net income in excess of $25,000 but 
not over $38,461.54: 


Tax on 
Maximum 
Normal-Tax Rate Amount of 
Net Income of Tax Each Bracket 
First $25,000.00 $4,250.00 
$25,000 to 38,461.54 37% 9,230.77 


(3) Corporations with normal-tax 
net income in excess of $38,461.54: 


Rate of normal tax........ 


The former defense tax of 10 


per cent is absorbed in the above 
rates. 









Surtax on Corporations 


A surtax is imposed at the follow- 
ing rates on corporation surtax net 
income as defined in Section 15 of 
the Code, i., net income minus 
credit for dividends (limited to 85 
per cent of net income) : 


Tax on 
Maximum 
Surtax Net Rates Amount of 
Income of Tax Each Bracket 
First $25,000 6% $1,500 
Over 25,000 7% 


Excess Profits Tax 


Corporations subject to the excess 
profits tax and in existence prior 
to January 1, 1940, may elect to be 
taxed either (1) under the “invested 
capital method,” or (2) under the 
“average income method.” 

The invested capital credit has 
been revised to 8 per cent on the 
first $5,000,000 of invested capital 
and 7 per cent on the balance, 

The rates of tax which are the 
same under both methods have been 
increased by 10 per cent in each 
bracket to the following: 


Tax on 
Amounts of Maximum 
Adjusted Excess Rates Amount of 
Profits Net Income of Tax Each Bracket 
First $20,000 35% $7,000 
$20,000 to 50,000 40% 19,000 
50,000 to 100,000 45% 41,500 
100,000 to 250,000 50% 116,500 
250,000 to 500,000 55% 254,000 
Over 500,000 60% 


Mutual Investment Companies 


These companies are taxed upon 
the Supplement Q net income at the 
normal rate of 24 per cent and in 
addition upon the Supplement Q sur- 

















ARES CRT. AE ET LO SELLE DEI LEED LLL LD EDL ILE OD IEE LL EAA LL LE NELLIE LM ALAA IA I DI ETI EE: 


Tax Rates 


21 





tax net income at the rate of 6 per 
cent on the first $25,000 and 7 per 
cent on any excess over $25,000. 
They are exempt from the excess 
profits tax. 


Surtax on Personal Holding 
Companies 


These companies are exempt from 
the excess profits tax. However, in 
addition to the normal corporation 
tax and surtax (Section 15) previ- 
ously described herein, a surtax upon 
“undistributed Subchapter A net in- 
come” is imposed at the following 
rates : 


Undistributed Rates of 
Subchapter A Net Income Surtax 
Not in excess of $2,000........ 711%4% 
In excess of i 8214% 


Surtax on Corporations Improp- 
erly Accumulating Surplus 


This tax, which is in addition to 
the regular corporation taxes, is com- 
puted on “undistributed Section 102 
net income” of other than personal 
holding companies at the following 
rates : 


Undistributed Rates of 

Section 102 Net Income Surtax 
Not in excess of $100,000...... 2714% 
In excess of TOO000: 4.5.0 3814% 


Foreign Corporations and Non- 
resident Alien Individuals 
RESIDENT FOREIGN CORPORATIONS 

Havinec U. S. BusINEss 


Foreign corporations engaged in 
trade or business, or having an office 
or place of business, in the United 
income from 


States are taxed on 


U. S. sources at the rate of 24 per 
cent regardless of the amount there- 
of. They are also subject to the 
surtax under Section 15 as described 
on page 20. 


NONRESIDENT ALIEN INDIVIDUALS 
Havinc U. S. BusInEss 


The tax is based upon gross in- 
come from sources within the United 
States, less deductions applicable to 
such income, and less a personal ex- 
emption of $750. The rates of nor- 
mal-tax and surtax are the same as 
those in the case of citizens. 


NONRESIDENT FOREIGN CORPORA- 
TIONS AND NONRESIDENT ALIEN 
INDIVIDUALS Havinc No U. S. 
BUSINESS 


In these cases the tax is to be 
withheld at the source under the con- 
ditions and at the rates shown in 
Sections 143 and 144 of the Code. 
The rate on fixed and determinable 
income in the United States as de- 
scribed in Sections 211 and 231 has 
been increased to 2714 per cent in the 
case of nonresident alien individuals 
and nonresident foreign corporations ; 
but such nonresident alien individuals 
having gross income of more than 
$23,000 from sources within the 
United States are subject to tax at 
the same normal and surtax rates as 
U. S. citizens but not less than 27% 
per cent of gross income. The last 
mentioned provision relating to in- 
comes over $23,000 does not, how- 
ever, apply to residents of any coun- 
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try of the Western Hemisphere if a 
treaty with such country so provides. 


The above rates are not to apply 
if their application would violate any 
treaty obligation of the United States 
and may be reduced in pursuance of 
treaties relating to rates of tax on 
nonresident alien individuals resident 
in, and foreign corporations organized 
under the laws of, Western Hemis- 
phere countries (Section 109 of the 
Revenue Act of 1941). 

The new withholding rates apply 
from September 30, 1941. 


Capital Stock Tax 


Unless a further revision is made 
in subsequent laws, the adjusted de- 
clared value to be reported with ref- 
erence to the federal year ended June 
30, 1941, will be made the basis for 
computing the tax (after applying 
the adjustments required by the 
statute with reference to annual earn- 
ings, deduction for dividends, etc.) 
for the next three years. In other 
words, the next new declaration will 
be allowed for the federal year end- 
ing June 30, 1944. With respect: to 
the federal year ended June 30, 1941, 
the Commissioner has granted a gen- 
eral extension to October 29, 1941, 
for filing returns and to December 28, 
1941 for payment of the tax unless 
a notice and demand is issued prior 
thereto. 


RATE OF TAx 


The rate of tax has been increased 


from $1.10 to $1.25 for each $1,000 
of adjusted declared value. 


Declared Value Excess-Profits 
Tax 


The rates for this tax have been 
increased in order to incorporate the 
previous defense tax. Effective with 
respect to income tax taxable years 
ending after June 30, 1941, the rates 
are as follows: 

6.6 per cent of such portion of a 
corporation’s net income for its income 
tax year (less the credit for dividends 
received) as is in excess of 10 per cent 
and not in excess of 15 per cent of the 
adjusted declared value of its capital 
stock at the close of its preceding in- 
come tax year, and 

13.2 per cent of such portion of a cor- 
poration’s net income as is in excess of 
15 per cent of the adjusted declared value. 


Gift Tax 


The gift tax rates have been in- 
creased so that they continue to be 
three-fourths of the rates shown by 
the comparable brackets of the in- 
creased estate taxes. 


The cumulative specific exemption 
of $40,000 remains unchanged, as 
does also the $4,000 exclusion al- 
lowed for gifts made to any person 
during any taxable year since 1938, 
but the exclusion does not apply to 
gifts in trust or of future interests 
in property. 





The new rates to be applied in 
computing the tax for the calendar 
year 1942 and each calendar year 
thereafter are as follows: 
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Tax Rates 














Girt Tax Rates 


Net Gifts 

(after deducting specific 

exemption of $40,000) 
$ 0 to $ 5,000 
5,000 to 10,000 
10,000 to 20,000 
20,000 to 30,000 
30,000 to 40,000 
40,000 to 50,000 
50,000 to 60,000 
' 60,000 to 100,000 
100,000 to 250,000 
250,000 to 500,000 
500,000 to 750,000 
750,000 to 1,000,000 
1,000,000 to 1,250,000 
1,250,000 to 1,500,000 
1,500,000 to 2,000,000 
2,000,000 to 2,500,000 
2,500,000 to 3,000,000 
3,000,000 to 3,500,000 
3,500,000 to 4,000,000 
4,000,000 to 5,000,000 
5,000,000 to 6,000,000 
6,000,000 to 7,000,000 
7,000,000 to 8,000,000 
8,000,000 to 10,000,000 
Over 10,000,000 


Estate Tax 


The basic rates (Section 810) are 
unchanged but the rates for comput- 
ing the additional tax (Section 935) 
have been increased by a greater 
amount than the defense tax which 
has been repealed. The new rates 
apply to estates of decedents dying 
on and after September 21, 1941. 


EXEMPTION 


A specific exemption of $40,000 
is allowed for computing the estate 
tax under Section 935, whereas for 
the purpose of computing the es- 


Tax on 
Rates of Tax Maximum Amount 
(pet.) of Each Bracket 
24 $ 112.50 
54 375 
8+ 1,200 
104 2,250 
134 3,600 
16} 5,250 
183 7,125 
21 15,525 
224 49/275 
24 109,275 
264 174,900 
273 244,275 
294 317,400 
314 396,150 
332 564,900 
36% 748,650 
393 947,400 
42 1,157,400 
444 1,378,650 
474 1,851,150 
50} 2,353,650 
524 2,878,650 
543 3,426,150 
57 4,566,150 
572 


tate tax under Section 810 the ex- 
emption is $100,000. 


METHOD oF COMPUTATION 


As heretofore, two separate com- 
putations are required in order to ar- 
rive at the total estate tax, namely, 
(1) using an exemption of $100,000 
and the tax rates under Section 810 
for the purpose of arriving at a base 
for computing the maximum credit 
(80 per cent of such base) for in- 
heritance and estate taxes paid to any 
state, territory, the District of Col- 
umbia or any possession of the 
United States, and (2) using an ex- 
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emption of $40,000 and the rates 
under Section 935, from which 
amount there is deducted the tax 
under Section 810 (before deduct- 
ing from the latter the credit for 
state tax). The amount remaining 
after deducting from (1) the credit 


Value of Net Estate 


Over 


SS) 
oO 


(after deducting exemp- Rates of 

tions as described above) Tax (pct.) 
$ 0 to $ 5,000 1 
5,000 to 10,000 1 
10,000 to 20,000 1 
20,000 to 30,000 1 
30,000 to 40,000 1 
40,000 to 50,000 1 
50,000 to 60,000 2 
60,000 to 70,900 2 
70,000 to 100,000 2 
100,000 to 200,000 3 
200,000 to 250,000 4 
250,000 to 400,000 4 
400,000 to 500,000 5 
500,000 to 600,000 5 
600,000 to 750,000 6 
750,000 to 800,000 6 
800,000 to 1,000,000 7 
1,000,000 to 1,250,000 8 
1,250,000 to 1,500,000 8 
1,500,000 to 2,000,000 9 
2,000,000 to 2,500,000 10 
2,500,000 to 3,000,000 11 
3,000,000 to 3,500,000 12 
3,500,000 to 4,000,000 13 
4,000,000 to 4,500,000 14 
4,500,000 to 5,000,000 14 
5,000,000 to 6,000,000 15 
6,000,000 to 7,000,000 16 
7,000,000 to 8,000, 17 
8,000,000 to 9,000,000 18 
9,000,000 to 10,000,000 19 


for state inheritance and estate taxes 
is added to (2) to arrive at the total 
tax. 

The schedule of rates follows, the 
amount of tax shown being that ap- 
plicable to the maximum amount of 
net estate falling in each bracket. 


EstaTe Tax Rates 
Tax Under Section 810 


Tax Under Sec. 935 


Amounts Rates of Amounts 

of Tax Tax (pet.) of Tax 
$ 50 3 $ 150 
100 7 500 
200 11 1,600 
300 14 3,000 
400 18 4,800 
500 22 7,000 
700 25 9,500 
900 28 12,300 
1,500 28 20,700 
4,500 30 50,700 
6,500 30 65,700 
12,500 32 113,700 
17,500 32 145,700 
22,500 35 180,700 
31,500 35 233,200 
34,500 37 251,700 
48,500 37 325,700 
68,500 39 423,200 
88,500 42 528,200 
133,500 45 753,200 
183,500 49 998,200 
238,500 53 1,263,200 
298,500 56 1,543,200 
363,500 59 1,838,200 
433,500 63 2,153,200 
503,500 63 2,468,200 
653,500 67 3,138,200 
813,500 70 3,838,200 
983,500 73 4,568,200 
1,163,500 76 5,328,200 
1,353,500 76 6,088,200 
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Montgomery’s Federal Tax Handbooks 


With the imposition of the present 
excess profits tax, and the ever in- 
creasing resort to corporations for a 
major portion of the huge amounts 
of tax to be raised by the Federal 
Government toward the financing of 
the defense program as well as to 
meet non-defense expenses, the sub- 
ject of corporate taxation becomes 
ever more important. Also, it gives 
rise to some of the most complicated 
problems with which the tax practi- 
tioner has to deal, whether in advis- 
ing his clients in the making of re- 
turns or in the handling of tax cases 
by contesting claims by the Treas- 
ury for additional taxes or in press- 
ing claims for refund of taxes over- 
paid. Similarly, the officers and staffs 
of corporations who are charged with 
responsibility for making returns or 
otherwise having to do with tax mat- 
ters are finding the subject more and 
more complex. 

In view of the foregoing, Colonel 
Montgomery is modifying the form 
of the 1941-42 edition of his tax work 
which is now in preparation. A 
brand-new manual, probably to be 
entitled Excess PROFITS AND OTHER 
FEDERAL TAXES ON CORPORATIONS, 
will concentrate particularly on the 
intricacies of the excess profits tax, 
the application of which poses so 
many perplexing problems. Also, it 
will interpret the effect of new law 
provisions and of significant Treas- 
ury rulings, Board of Tax Appeals 


decisions and court decisions handed 
down during the year. Further, 
methods of computing corporation 
normal and surtaxes, of dealing with 
the capital stock tax and declared 
value excess-profits tax and of pre- 
paring returns will be presented. 

A separate volume will deal with 
FEDERAL TAXES ON EsTaTES, TRUSTS 
AND GiFts. It will bring up to date 
the developments in this field result- 
ing from the passage of the 1941 
Revenue Act and the rulings and de- 
cisions of the past year incident to 
tax administration and to court re- 
view of contested questions. 

An Income Tax Supplement is be- 
ing prepared which is to be used in 
conjunction with Volume I of the 
1940-41 Federal Tax Handbook. Vol- 
ume I had covered the income tax 
as distinguished from the excess 
profits and other corporate taxes 
which were dealt with in Volume II 
of the 1940-41 edition. The index in 
this supplement will be so arranged 
as to facilitate the combined use of 
last year’s Volume I and the new In- 
come Tax Supplement. 

As in the past, one of the most im- 
portant and helpful features of all 
these volumes will be the opinions 
expressed by Colonel Montgomery 
on controversial points and especially 
on those questions which have not yet 
been passed on by the courts. As 
heretofore, the work will be published 
by Ronald Press Company, N. Y. 
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The 1941 Revenue Act 


Comment on the new tax law has 
been so widespread that little need 
be said in devoting this issue of the 
L. R. B. & M. JourNAL to a presen- 
tation of the more important fea- 
tures of the Act. The huge amount 
of revenue to be raised is perhaps 
the outstanding impression in the 
minds of those who have followed the 
enactment of the new law. Marked 
increases in rates of income taxes 
payable by both individuals and cor- 
porations and in the graduated rates 


of excess profits tax contribute in 
large measure to the greatly increased 
revenue to be raised. However, im- 
portant changes in the manner of 
computing the excess profits tax, and 
a considerable number of new excise 
and use taxes, with increases in rates 
of such taxes previously in force, are 
also responsible for a considerable 
portion of the $3,500,000,000 of fed- 
eral taxes which the new Act is to 
raise in excess of the yield under the 
previous law. 

It is believed that each member of 
our organization will be aided in his 
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study of the 1941 Revenue Act and 
of the amendments made last spring 
in the excess profits tax provisions of 
the 1940 Act, relating to relief to be 
granted taxpayers in abnormal situa- 
tions, by a careful reading of the 
articles in this issue of the JOURNAL. 


A Start Toward Economy? 


Ever since recognition of the need 
for heavy defense expenditures 
thinking people have been emphasiz- 
ing the need for a drastic pruning of 
non-defense expenditures so as to 
hold down as much as possible the 
tax burden which at best will be of 
unprecedented weight. The response 
by both Congress and the executive 
department of the Federal Govern- 
ment was discouraging and the ac- 
tion of pressure groups continued un- 
abated. 

One of the most discouraging notes 
appeared in a Washington dispatch 
three months ago; it read, “Members 
of the Committee (House Ways and 
Means) .. . indicated that all efforts 
to cut the non-defense expenditures 
of the government have been aban- 
doned.” Perhaps, however, the con- 
tinued efforts of Senator Byrd and a 
few others to secure recognition of 
the need for economy in government 
expenditures compelled at least lip 
service to the idea on the part of 
Congress. 

The Revenue Act of 1941 provides 
for the establishment of a committee 
to investigate Federal expenditures, 
which is to consist of three members 


each of the finance and appropriation 
committees of the Senate and the 
ways and means and appropriations 
committees of the House, together 
with the Secretary of the Treasury 
and the Director of the Budget. The 
duty of the committee is “to make a 
full and complete study and investi- 
gation of all expenditures of the Fed- 
eral Government with a view to rec- 
ommending the elimination or reduc- 
tion of all such expenditures deemed 
by the committee to be non-essential.” 

The committee is given the broad 
powers usually enjoyed by congres- 
sional investigating committees ; it is 
authorized to utilize the services, in- 
formation, facilities and personnel of 
government departments and agen- 
cies; and it is given a modest appro- 
priation of $10,000. The results of 
the committee’s study and its recom- 
mendations are to be reported to the 
President and to the Congress. 

Since the Secretary of the Treas- 
ury, who is named as a member of 
the committee, has been quoted as 
having expressed the opinion that a 
billion dollars could well be trimmed 
from non-defense expenditures, it is 
only reasonable to suppose that he 
should be able to present data in sup- 
port of his opinion and enable the 
committee to make a report with spe- 
cific recommendations for drastic re- 
ductions in government expenditures. 
Various non-governmental bodies like 
the National Economy League have 
suggested seriously the possibility of 
effecting still greater economies in 
non-defense expenditures. 
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The committee has an opportunity 
to render a patriotic service of the 
first order if it will resolve to carry 
out the task entrusted to it with an 
eye single to the welfare of the coun- 
try as a whole and with a determina- 
tion to resist the importunities of 
pressure groups, sectional interests, 
and the insidious influences of party 
policies. 


A Startling Tax Decision 


A startling decision by the United 
States Supreme Court was_ that 
handed down in February last in the 
case of Higgins v. Commissioner. 
For years the Treasury had recog- 
nized that expenses for, or incident 
to, the production of income were, 
generally speaking, allowable deduc- 
tions from gross income for the pur- 
pose of determining taxable net in- 
come. This had been recognized by 
the Treasury not only in the case of 
manufacturing and mercantile busi- 
nesses but also in the case of in- 
vestors. In other words, the Treasury 
had interpreted in a liberal sense— 
and, it might be said, a common sense 
way—the words “carrying on any 
trade or business” as used in Section 
23 of the Internal Revenue Code and 
corresponding provisions of earlier 
income tax laws. 

In 1934 the Treasury issued a rul- 
ing (I. T. 2754; C. B. XIII-1, 43) 
in which it summarized the effect of 
various court decisions and earlier 
statements by the Treasury. The 
headnote of the ruling read as fol- 
lows: 


The ordinary and necessary expenses 
paid or incurred during the taxable year 
with respect to the management, protec- 
tion, and conservation of properties pro- 
ducing taxable income are deductible from 
gross income. 

From the text of the ruling it is 
clear that stocks and bonds were in- 
tended to be included in the term 
“properties” used in the headnote 
above quoted. 

In the Higgins case the Supreme 
Court upheld the decision of the 
Board of Tax Appeals and the 
United States Court of Appeals in the 
Second Circuit. 

The following paragraph from the 
opinion of Mr. Justice Reed sum- 
marizes the facts in the Higgins case 
insofar as they related to the handling 
of his security investments: 

Petitioner’s financial affairs were con- 
ducted through his New York office pur- 
suant to his personal detailed instructions. 
His residence was in Paris, France, where 
he had a second office. By cable, telephone 
and mail, petitioner kept a watchful eye 
over his securities. While he sought 
permanent investments, changes, redemp- 
tions, maturities and accumulations caused 
limited shiftings in his portfolio. These 
were made under his own orders. The 
offices kept records, received securities, in- 
terest and dividend checks, made deposits, 
forwarded weekly and annual reports and 
undertook generally the care of the invest- 
ments as instructed by the owner. Pur- 
chases were made by a financial institu- 
tion. Petitioner did not participate directly 
or indirectly in the management of the 
corporations in which he held stock or 
bonds. The method of handling his affairs 
under examination had been employed by 
petitioner for more than thirty years. No 
objection to the deductions had previously 
been made by the Government. 
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The Board of Tax Appeals and the 
United States Court of Appeals of 
the Second Circuit both held that the 
activities above described did not con- 
stitute carrying on a business insofar 
as they related to the taxpayer’s in- 
vestment in securities. The Com- 
missioner conceded that the real es- 
tate activities of the taxpayer in rent- 
ing buildings constituted a business, 
and such portions of the claimed de- 
ductions as were allocable to the 
handling of real estate were allowed 
as a deduction. 

The taxpayer made the point that 
his activities in the management of 
his estate, both realty and personalty, 
were a unified business and that, since 
it was admitted it was a business in- 
sofar as it concerned his real estate, 
there was no statutory authority to 
disallow expenses allocated to the 
securities. To a layman the distinc- 
tion between the expenses allocable 
to managing real estate personally 
owned and the expenses of handling 
investments in stocks and bonds and 
collecting the income therefrom might 
seem a rather ethereal one. The Su- 
preme Court, however, was able to 
see the distinction and upheld the de- 
cision of the Board of Tax Appeals 
and the Circuit Court of Appeals. 


The effect of the Higgins decision 
is so harsh and obviously inequitable 
that it is understood that it surprised 
even the Bureau of Internal Revenue. 
Sentiment seems to be strong for 
some modification. As soon as what 
the Treasury considers to be the big 
questions of returns and exemptions 
and excess profits tax are out of the 
way, certainly there should be re- 
medial legislation. 

It is of especial note that the New 
York State Income Tax Law was 
amended in 1929 in respect of the al- 
lowable expense deductions so as to 
read as follows: 

All the ordinary and necessary expenses 
paid or incurred during the taxable year 
in carrying on any trade or business, or in 
the production of income required to be in- 
cluded in gross income under this article. 
(Italics supplied.) 

Thus it leaves no room for un- 
certainty as to the deductibility of 
expenses of the kind under considera- 
tion in the Higgins case, and elimi- 
nates the question of whether or not 
such a taxpayer is “carrying on any 
trade or business.” 

It is clear that, in view of the Hig- 
gins decision by the United States 
Supreme Court, the federal law 
should be similarly amended if tax- 
payers are to be fairly treated. 
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Honor for Colonel Montgomery 


At the 168th Commencement of 
Dickinson College, which took place 
on June 9, 1941, at Carlisle, Penn- 
sylvania, the degree of Doctor of 
(LL.D.) was conferred on 
Colonel Montgomery. The citation 
read at the granting of the degree 
was as follows: 


Laws 


Rospert H1ieEstER MONTGOMERY— 


A distinguished son of a worthy Dickin- 
sonian, you have discharged the obliga- 
tions of a noble heritage with distinction 
to yourself and benefit to your fellowmen. 
As an economist through teaching and 
authorship you have contributed signifi- 
cantly to an important field of knowledge; 
as a lawyer you have clarified and inter- 
preted the complicated and important 
phase of social law; as a soldier and ad- 
ministrator you have served your coun- 
try when threatened by armed forces 
from without and disintegrating economic 
forces from within; as a_ naturalist 
through experimentation and _ benefaction 
you have enriched the botanical and hor- 
ticultural life of America. 

Therefore, upon recommendation of the 
Faculty to the Board of Trustees and by 
their action formally taken, I admit you 
to the degree of Doctor of Laws, honoris 
causa, with all the rights, privileges and 
distinction thereunto appertaining, in 
token of which I present you this diploma 
and cause you to be invested with the 
hood of Dickinson College appropriate 
to your degree. 


The bestowal of this degree by 
Dickinson College was especially fit- 
ting in view of the fact that Colonel 
Montgomery’s father was a member 
of the class which graduated from 
Dickinson College in 1848. 


The May issue of the Dickinson 
Alumnus contained the following ref- 
erence to Colonel Montgomery in its 
series of biographical sketches of 
those who were to receive honorary 
degrees : 


Robert H. Montgomery, lawyer and ac- 
countant, since 1898 a partner in the firm 
of Lybrand, Ross Brothers & Mont- 
gomery, accountants of New York and 
Philadelphia, was born in Mahanoy City, 
Pa., in 1872, and educated in public and 
night schools. 

From 1912 to 1931 he was variously 
instructor in economics, assistant profes- 
sor, and professor of accounting, and a 
member of the administrative board of 
the School of Business of Columbia Uni- 
versity. During the World War he was 
attached to the General Staff as a section 
chief in the office of the director of pur- 
chases; and he was the organizer and a 
member of the War Department’s Board 
of Appraisers. 

A member of the Philadelphia and New 
York bars, Mr. Montgomery is a mem- 
ber of the New York City, New York 
State, and American Bar Associations, 
and is a former president of the Ameri- 
can Institute of Accountants and former 
president of the New York State Society 
of Certified Public Accountants. He is 
the author of a number of books on tax 
procedure and auditing. 


At the same convocation, the de- 
gree of Doctor of Laws was bestowed 
upon the Honorable Hu Shih, Chi- 
nese Ambassador to the United 
States. The Ambassador returned 
to New York in the company of 
Colonel and Mrs. Montgomery and 

(Continued on page 32) 
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Notes 


Mr. Sinclair has been appointed 
Chief Supervising Auditor of the 
Third Naval District, New York. 

At the recent annual meeting of 
The Accountants Club of America, 
Inc., he was elected a member of 
the Board of Governors to serve 
until 1944, 

During June Mr. Sinclair served as 
Chairman of the Certified Public Ac- 
countants’ Committee in the New 
York City Commerce and Industry 
Division of the United Service Or- 
ganization Campaign to raise funds 
for welfare and recreation work 
among the men of the army and navy 
during the present national emer- 
gency. 


Mr. Staub participated in the Mid- 
dle Atlantic States Accounting Con- 
ference, which met in Baltimore 
June 5-7, by contributing a paper on 
“The Tentative Statement on Inven- 
tories.” The paper formed part of 
the program for the afternoon ses- 
sion on Friday, which was devoted to 
“Accounting Research: The Problem 
of Inventories.” 

Mr. Staub’s paper related to the 
study which the Institute’s Account- 
ing Research Department has been 
making of inventories and to the 
three tentative statements on that sub- 
ject by the Research Department 
which appeared in the June and Octo- 
ber, 1940, and April, 1941, issues of 
The Journal of Accountancy. 


Mr. Perry, representing the 
American Institute of Accountants, 
on August 19 addressed the Insti- 
tute of Credit of the Babson Insti- 
tute at Babson Park, Massachu- 
setts, on the subject of “Coopera- 
tion Between Certified Public Ac- 
countants and Credit Managers.” 


Members of the L. R. B. & M. 
organization were active in the ar- 
rangements for the 22nd Interna- 
tional Cost Conference which marked 
the 1941 annual meeting of the Na- 
tional Association of Cost Account- 
ants and was held in New York City 
from June 23-26. 

Mr. Russell served as a member of 
the committee which arranged the 
program for all the technical sessions 
and was chairman of one of the ses- 
sions. 

Various members of the New York 
staff were also active in making the 
arrangements and carrying out the 
program. Mr. Kassander was one 
of the Executive Committee of four 
who acted as co-chairmen for the 
Conference; Mr. Talmage was a 
member of the Banquet Committee; 
Messrs. Mowle and Sherwood were 
members of the Exhibits Committee, 
and Mr. Loughry served on the Hos- 
pitality Committee. 

Mr. Marsh, a past president of the 
Association who has rendered it long 
and effective service, was elected 
president of the Spot Club, which 
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consists of ex-officers and ex-direc- 
tors of the Association. The Club 
originated in the fertile mind of 
“Doc” McLeod, and gets its name 
from the common saying that “X 
marks the spot.” 





Accelerated Depreciation 
(Continued from page 17) 


be warranted. To form the basis of 
a conclusion any such consideration 
would need to be preceded by a care- 
ful survey of all the essential facts 
and circumstances which would form 
the evidential background for such a 
claim, Substantiating the depreciation 
deduction to which a taxpayer is en- 
titled may be a difficult problem but 
it is by no means insurmountable. 





Excess Profits and Income 
Tax Amendments 
(Continued from page 6) 


clusive of the former defense tax 
which is repealed. A general exten- 
sion was granted to October 29, 1941 
for filing capital stock tax returns 
for the year ended June 30, 1941, and 
to December 28, 1941 for payment 
of the tax unless a notice and de- 
mand is issued prior thereto. 


The value declared in the return 
for the year ended June 30, 1941 may 
not be changed for three years, ex- 
cept for the statutory adjustments. 
One of the statutory adjustments is 
the addition of the net income for 
the prior year. In computing such 


net income, neither the normal tax, 
the surtax, nor the 1940-41 excess 
profits tax may be deducted. 

The declared value excess-profits 
tax rates will be: 

On portion of net income in ex- 
cess of 10 per cent and not in excess 
of 15 per cent of adjusted declared 
value, 6.6 per cent. 

On portion of net income in excess 
of 15 per cent of adjusted declared 
value, 13.2 per cent. 

The net income subject to the de- 
clared value excess-profits tax is be- 
fore deduction of normal tax, sur- 
tax, or 1940-41 excess profits tax. 





Honor for Colonel 
Montgomery 


(Continued from page 30) 


later wrote to the Colonel from 
Washington a letter which read in 
part as follows: 


I want to thank you also for your kind 
letter of June 13th and for your copy of 
your “Fifty Years of Accountancy”. To 
my great surprise I have read your auto- 
biography with much interest. I am 
much interested in historical and biographi- 
cal literature, and your book is written 
with such simplicity of style and such 
a delightful sense of humor that I read 
almost the whole of the main text and 
some of the appended documents. Some 
day I would like to see your collection of 
books on bookkeeping and accounting. 
Have you included accounting books from 
non-European sources? .... 

Thank you also for speaking to Mr. 
H. T. Webster, the cartoonist, about my 
admiration for his work. I will look 


out for a favorite cartoon and ask him 
to autograph it for me. 

















Cities 
New York: 


PHILADELPHIA 
CHICAGO 
Boston 
BALTIMORE 
WASHINGTON 
PITTSBURGH 
DETROIT 
CLEVELAND 
CINCINNATI 
LourISVILLE 
Sant Louis 
ROCKFORD 
ATLANTA 
DALLAS 
Houston 
San FRANCISCO 
Los ANGELES 
SEATTLE 


Lonpon, ENGLAND 





Lybrand, Ross Bros. & Montgomery 
Offices 


Addresses 
Downtown, 90 Broad Street 
Uptown, 1 East 44th Street 
Packard Building 
231 South LaSalle Street 
80 Federal Street 
First National Bank Building 
Investment Building 
Union Bank Building 
Book Building 
Midland Building 
Carew Tower 
Heyburn Building 
411 North Seventh Street 
321 West State Street 
Healey Building 
First National Bank Building 
Shell Building 
2 Pine Street 
510 South Spring Street 
Skinner Building 


EUROPE 
3 St. James’s Square, S. W. 1 

















